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Globalization — the integration of the world economy — has ebbed and flowed over the twentieth century. 
This paper surveys the varying flows of goods, people, and capital around the world. It asks also about the 
flow of information across national boundaries and the flows of all these various commodities and factors 
within countries. Goods, people, and capital flowed easily in much, but not all, of the world both at the 
beginning and end of the century, but not very well for many of the intervening years. Knowledge flows and 
the integration of domestic and foreign activity have increased greatly overtime. The problem for the future 
is not whether to have globalization, but how to manage it. 



I. INTRODUCTION 

The concept of global activity appears to date from 
the seventeenth century, according to the Oxford 
English Dictionary (OED). It is a by-product of 
the age of European exploration and expansion. But 
the transition from adjective to verb appears to have 
taken approximately two centuries. Only in the 
latter half of the twentieth century do we find people 
using the verb 'to globalize' . Globalization, the actof 
globalizing, made its appearance, according to the 
OED, in 1962 when the Spectator declared: 'Glo- 
balization is, indeed, a staggering concept' (5 Octo- 
ber, p. 495). 



In this paper I examine the process of globalization 
during the twentieth century. The OED says that 
globalizing is the act of making things, in this case the 
economy, global. A global economy, therefore, is 
one in which all parts of the globe are part of a single 
economy. Thatmeans thatarbitrage is easy through- 
out the world and that shocks affect economies 
around the world. Full globalization, if there were 
ever to be such a thing, would make the world 
economy as integrated as the economy of a single 
country. We have not yet reached full globalization 
in this sense — we may never — and we conse- 
quently must speak of partial globalization (Helliwell, 
1998). I will follow general usage and speak of 
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globalization as existing when the level of globaliza- 
tion is high relative to other periods. 

When we examine the traditional variables of eco- 
nomics — goods (including services), capital, and 
labour — we find that globalization was very exten- 
sive by the start of the twentieth century. The story 
of globalization in the twentieth century is of its ebb 
and flow. Ebb during the first half of the century; 
flow during the last half. The ebb during the turbu- 
lent period of world wars and the Great Depression, 
sometimes called 'The Second Thirty Years War', 
is hardly surprising. The length of time it took for 
globalization to flow again may be more problemati- 
cal. 

However, we do not think the economy of 2000 is 
justlike that of 1900. 1 will broaden the discussionin 
two directions in order to look for the differences. 
The first expansion will be to look within countries 
to see how far within a country globalization has 
gone. The second expansion will be to add another 
variable to the traditional ones, knowledge. This 
variable has risen to importance in economics with 
game theory and the new growth theory; in common 
parlance, with the advent of the Information Age. 

Keynes ' famous recollection of life in Britain around 
1900 sets the stage: 

The inhabitant of London could order by telephone, 
sipping his morning tea in bed, the various products of the 
whole earth, in such quantity as he might see fit, and 
reasonably expect their early delivery upon his doorstep; 
he could at the same moment and by the same means 
adventure his wealth in the natural resources and new 
enterprises of any quarter of the world, and share, without 
exertion or even trouble, in their prospective fruits and 
advantages; or he could decide to couple the security of 
his fortunes with the good faith of the townspeople of any 
substantial municipality in any continent that fancy or 
information might recommend. He could secure forth- 
with, if he wished it, cheap and comfortable means of 
transit to any country or climate withoutpassport or other 
formality. (Keynes, 19 19, pp. 6-7) 

This cheerful situation does not seem terribly differ- 
ent to those we face today, although we do need 
passports. But two questions are in order. How did 
this cornucopia look from the other end, from the 
countries supplying this ample British breakfast? 
And how many people in Britain — or anywhere 
else — enjoyed the comforts listed by Keynes? 



The following discussion is organized as a matrix. 
The rows correspond to the progress of globaliza- 
tionin three periods: before the First World War; the 
Great War and its aftermath of Depression and the 
Second World War, i.e. 1913-50; and the post-war 
years. The columns correspond to the variables 
considered: goods, capital, labour, and information. 
I consider transactions between countries first, and 
then, more briefly, those within countries and the 
implications of my findings. 



II. BEFORE THE GREAT WAR 

The conditions described by Keynes were those of 
the last generation before the First World War. The 
first transatlantic cable line was laid in 1866, and 
freight rates declined precipitously between then 
and the end of the nineteenth century. The introduc- 
tion of steel ships, steam turbines, and screw propel- 
lers all cheapened the cost of shipping grain and coal 
across the oceans. The price differential for grain 
between Chicago and Liverpool fell from 60 per 
cent around 1870 to 15 per cent just before the war 
(Harley, 1980). The price of international traded 
goods in different countries therefore approached a 
single value (O'Rourke, 1997). 

McCloskey and Zecher (1984) argued that the law 
of one price applied to international trade in this 
period. They examined prices in different countries 
and concluded that there was a single world market 
for goods. Although prices were not the same in all 
countries, they moved together in response to shocks 
even before the cost of transport fell. For example, 
the price of wheat in Britain was highly correlated 
with the price in Russia in the early nineteenth 
century, with a premium that depended on the 
British tariff. As the British approached the Corn 
Laws by gradually reducing the tariff, the premium 
declined in visible steps (Williamson, 1990). 

The data supporting this conclusion extend to only a 
few homogeneous products: grain, iron, etc. Non- 
traded goods at the opposite end of the spectrum 
clearly did nothave the discipline of the international 
market to force them together. In the middle was a 
large heterogeneous class of goods that were differ- 
entiated within and between countries. They poten- 
tially were traded, but we have little information 
about their prices. Declining transport costs in the 
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late nineteenth century allowed more goods to be 
traded, but concomitant technical progress increased 
the diversity of goods — offsetting the homogenizing 
effect on prices of international trade. Even today, 
as the euro comes into use, newspapers report that 
many consumer goods have different prices within 
Europe (New York Times, 27 December 1998). 
These international differences surely existed in the 
Gilded Age as well. It is not known whether these 
prices varied together then or today. 

The sample of countries for which we have prices 
is limited as well. Trade spanned the globe, including 
European outposts such as Australia, and other 
oriental countries such as China, India, and Japan. 
This Pacific trade, like the Atlantic and European 
trade in specific commodities discussed above, was 
of long duration by 1900. The Pacific trade also 
affected Western economies in many ways. For 
example, the Opium War in China of the 1830s 
impeded the inflow of silver to that country in 
payment for exports of tea and silk. The resulting 
accumulation of Mexican silver in the United States 
led to inflation of its bimetallic currency and then, 
through a complex interaction with the Bank of 
England, to a foreign-exchange crisis in 1 837 (Temin, 
1969). 

But while these Asian countries were linked to the 
global economy, we believe that they were not 
completely in it. More precisely, we believe — 
without much evidence at this point — that the struc- 
ture of prices within these countries differed sharply 
from those in Europe and America. The two price 
structures were linked by a few prices of tradable 
goods, but the great mass of prices for other goods 
were unrelated to those in other countries ; travellers 
did not have to journey far off the beaten path to 
encounter exotic goods and services. Hanley's 
(1997) description of Japanese prices and life styles 
in the nineteenth century provides only the most 
extreme observation. 

The story is much the same for capital. There were 
important international capital flows in the years 
before the First World War. Some of the evidence 
cited above about the free flow of goods assumed 
also that capital flowed freely between the countries 
discussed. The existence of the telegraph provided 
almostinstantnews from many countries and allow- 
ed transactions that went as fast. But, as with goods, 



we have data for only a few assets and a few countries 
(Edelstein, 1982; Davis and Huttenback, 1986). 

The delineation of countries enjoying a free flow of 
capital is easier than discovering the class of such 
countries for goods. Countries that adopted the gold 
standard found that they improved their access to 
the world capital market by this policy. They disci- 
plined their domestic policies in order to achieve this 
access. Major countries of western Europe, the 
United States, and the British Empire were on gold. 
Russia and Japan went on gold around the turn of the 
twentieth century (Gregory, 1994;Sussman, 1998). 
Argentina and Brazil attempted to be on the gold 
standard, but failed spectacularly in 1890 in the 
famous Baring Crisis of that year (Eichengreen, 
1996). 

Speculation in South American land had been en- 
couraged amid a tremendous expansion of Argen- 
tinian government debt in the 1 880s. Eventually the 
Argentine government found itself unable to service 
its accumulated obligations, and the London firm of 
Barings was caught in the ensuing debacle. The 
Governor of the Bank of England in 1890 moved 
quickly to contain the panic and preserve the gold 
standard. To avoid panic in London, the Governor 
accumulated reserves, discouraged thoughts that 
the Bank might run short, and encouraged creditors 
not to call in loans that might have destabilized the 
market. The first goal was accomplished by selling 
bonds to the government of Russia, borrowing 
through Rothschilds from the Bank of France, and 
securing guaranteed offers of loans from London 
joint-stock banks. The second was achieved by 
reaching an understanding with commercial banks 
not to liquidate loans they had made to bill brokers 
financing the American trade. When one bank 
began to do so none the less, the Governor of the 
Bank of England informed its manager that if it 
continued to call in loans , he would close its account 
at the Bank of England and announce his action in 
the press. He gave the manager an hour to decide 
(Eichengreen and Temin, 1997). 

In light of recent foreign-exchange crises in Asia 
and Russia, it is worth emphasizing that the Baring 
Crisis of 1 890 was hardly the only crisis to afflict the 
Atlantic economy. There were international crises 
in the 1 870s coming from the Franco-Prussian War 
and the United States, in the 1890s again from the 
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United States, and in 1907. The Bank of England 
managed to confine the Baring Crisis largely to 
countries on the fringe of the gold standard, butother 
crises had impacts throughout the global economy. 

The story of the Baring Crisis exposes the contrast 
between Argentina and Britain. The former country 
could not call upon the institutions and discipline of 
the latter to preserve monetary stability. The con- 
traction of credit enforced by the Bank of England 
affected the domestic economy, of course; mon- 
etary stability comes at a cost. The gains for which 
countries incurred these costs were the benefits 
from a free flow of capital. Bordo and Rockoff 
(1996) showed that the countries on the gold stand- 
ard paid a lower rate of interest for capital imports 
than those off gold. They found data for only nine 
countries, divided into four groups: former British 
colonies that stayed on gold; temporary delinquents 
(US, Italy); southern European countries that stayed 
near but not on gold; and Latin American countries 
that could not maintain a stable exchange rate. Each 
group had higher and more volatile interest rates 
than the one before, confirming the benefits of being 
on gold. Curiously , however, the gains do not appear 
very large in this restricted sample of countries. 
Chile paid 7 per cent for international loans. While 
this was 4 percentage points more than Britain, it still 
was quite modest by today's standards. 

Within the gold standard and in times of tranquillity, 
capital moved freely between countries. Obstfeld 
and Taylor (1999, p. 74) showed that covered 
domestic interest differentials between the United 
States and Great Britain were less than 1 per cent 
from 1 890 to the First World War; covered interest 
parity worked as it should in an unfettered market. 
Uncovered interest rates differed between coun- 
tries, but the range among nine countries on the gold 
standard for these years was only from 1.8 per cent 
in Britain to 4.2 per cent in France (Obstfeld and 
Taylor, 1999, p. 78). France, firmly on the gold 
standard, is not in the Bordo and Rockoff data set. 
As with goods, the price of financial assets in 
different countries moved together long before the 
beginning of the twentieth century. Zevin (1992) 
and Temin (1994) showed this for the nineteenth 
century; Neal (1990), for the eighteenth. In all 
cases, this price evidence comes from only a few 
countries, from only one or two cities within each 
country, and from only a small set of financial 



instruments. These securities are the analogue of 
the wheat and iron that moved internationally even 
before we can speak of an Atlantic or even global 
economy. 

Capital flowed also before the Great War to coun- 
tries off the gold standard, albeit at higher interest 
rates. Britain was the primary capital exporter of the 
Gilded Age, and its foreign loans accounted for 
roughly half of all foreign loans that we can observe. 
Capital flows from France and Germany made up 
most of the remainder; the United S tates only began 
to export large amounts of capital at the end of the 
period (Obstfeld and Taylor, 1999, p. 45). To export 
capital, a country needs to run a current-account 
surplus; to import capital, a deficit. Britain in the 
nineteenth century ran a permanent current-ac- 
count surplus, coming largely from earnings on its 
large stock of foreign assets (Imlah, 1955). Coun- 
tries borrowing were willing to tolerate persistent 
current-account deficits year after year. Kindle- 
berger long ago conceptualized the balance of pay- 
ments as a function of the state of a country's 
development: deficits while developing and surplus 
thereafter (Kindleberger, 1993, p. 253). The United 
States fits this pattern before 1980, but not thereaf- 
ter. 

The years before the First World War were one of 
the great ages of mass migration. Thirty million 
people immigrated to the United States alone be- 
tween 1860 and 1920. Migrants from western and 
southern Europe went also to other countries in the 
New World, from Canada in the north to Argentina 
in the south. And even as workers in western 
Europe soughthigher wages in the New World, their 
places were taken by migrants from less developed 
countries in Europe seeking higher wages than they 
could get at home. Ireland, Italy, and Poland pro- 
vided a reservoir of labour for Britain and other 
industrialized European countries (Castles and Miller, 
1993, pp. 51-8). 

The homogenization of international goods prices 
promoted factor price equalization, and the migra- 
tion of labour also worked to the same end, decreas- 
ing wages in the New World and raising them in the 
Old. Williamson (1996) estimated that the latter 
effect was much larger than the former. The con- 
vergence of prices accounted for one-quarter of the 
convergence of wages between the New World 
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Table 1 

Growth in the Volume of Merchandise Exports 

(average annual percentage changes; 1990 prices) 



Country 


1890-1913 


1913-38 


1929-50 


1950-73 


1973-98 


France 


2.8 


-0.4 


0.6 


10.9 


4.8 


Germany 


5.3 


-2.2 


-0.4 


32.9 


4.5 


Italy 


3.7 


-1.5 


0.5 


17.4 


5.1 


United Kingdom 


2.6 


-2.3 


0.8 


3.7 


4.2 


Japan 


8.9 


7.1 


-0.1 


43.9 


5.2 


United States 


3.9 


0.8 


1.0 


5.9 


5.0 



Source: Feinstein et al. (1997, p. 10); IMF International Financial Statistics, 1999 Yearbook; Maddison 
(1995, p. 236). 



and the Old from 1 870 to 1 9 1 4. The results of labour 
migration accounted for almost all the rest — al- 
though Williamson's estimate of this effect varies 
according to assumptions about the capital market. 
Labour flows have more impact on wage rates if 
capital s tocks are as sumed fixed than if international 
flows of capital can fix the return to capital instead. 
The diffusion of knowledge was not well advanced. 
Itis possible to talk of European, particularly British, 
knowledge of the outside world, but only a very few 
people in that outside world knew much about Great 
Britain. As with the gold standard, there was a group 
of countries within which information circulated 
freely. It may not be too strong to say that informa- 
tion flowed both ways only among countries on the 
gold standard. Countries who could not undertake 
the discipline of the gold standard also lacked the 
necessary income and education to be more than 
dimly aware of the global economy. Many farmers 
in obscure places were affected by economic con- 
ditions in the gold-standard countries, but they took 
any fluctuations as a fact of nature rather than as the 
result of forces they understood. Keynes, in the 
passage quoted, could picture in his mind the origins 
of the various products he describes; the picture 
from the other direction was nowhere near as clear. 



III. THE SECOND THIRTY YEARS WAR 

All this came to an end in 1914 with the advent of 
war. The flows of goods, capital, and labour just 
described require peace and perhaps also prosperity 
for their continuation. Some of the flows were 
resumed briefly in the 1920s, but they all were 



stopped by the time the Depression took hold in the 
1930s. Then the Second World War had much the 
same negative effect on international flows as the 
First. 

The gold standard was revived after the First World 
War, both in an attempt to recreate the pre-war 
economy and as a defence against the post-war 
monetary chaos that resulted in eastern European 
hyperinflations . But the gold s tandard did not achieve 
what its advocates had predicted. Its rigidity was a 
prime cause, perhaps even the prime cause, of the 
Great Depression; its abandonment was the way 
out of the Great Depression (Temin, 1989; Eichen- 
green, 1992; Bernanke, 1995). A consequence of 
the resurrection and then abandonment of the gold 
standard was the disintegration of the global economy. 
The international economy split into competing cur- 
rency and trading blocks. Trade barriers between 
the blocks increased dramatically, bilateral barter 
often substituted for multilateral arrangements, in- 
ternational capital movements and migration virtu- 
ally ceased. 

Trade did not vanish after 1914, but it did not grow 
either, as shown in Table 1. Exports from western 
European countries were lower in 1938 than they 
had been in 1913. They were roughly stagnant for 
the USA and Canada. Only Japan saw an appreci- 
able growth in its trade (Feins teinef al., 1997, p. 10). 
There were many new borders after the First World 
War, and many countries imposed tariffs to protect 
their domestic producers in the difficult post-war 
conditions. The volume of exports from European 
countries fell, while those from some of the coun- 
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Figure 1 

The Contracting Spiral of World Trade, 1929-33 

(total imports of 75 countries; monthly values in terms of old US gold dollars, millions) 



Api; 




DcMtw 



Source: League of Nations (1934, p. 51); Kindleberger (1986, p. 172). 



tries overseas rose. Then tariffs were increased 
around the world in the Depression. Kindleberger' s 
famous spider-web diagram shows the collapse of 
trade in the Depression; it is reproduced here as 
Figure 1. 

Capital flows, like trade, continued through the 
1920s. The United States replaced Britain as the 
major capital exporter, and Germany became the 
major capital importer. Americans loaned freely to 
Germans after the stabilization of the mark in 1924, 
more than offsetting the flow of reparations from 
Germany to the former Allies (Schuker, 1988). 
International capital flows then vanished during the 
Depression, more completely than did commodity 
trade (Feinstein and Watson, 1995). There was no 
barrier to capital movements like tariffs for goods, 
although currency controls in some countries in- 
creased the costs of lending across national borders. 



However, the Depression and flexible exchange 
rates increased the risk of foreign lending and 
effectively discouraged it. 

As international markets in goods and capital be- 
came thinner and in some cases vanished alto- 
gether, prices in different countries were no longer 
subject to the discipline of international markets. 
Deviations from purchasing -power parity — a con- 
cept devised during this period to understand the 
implications of diminished globalization — increased 
dramatically after the First World War. Residuals 
from regressions of prices in one country on those 
of another to test for purchasing-power parity for 20 
countries doubled in the 1920s and againin the 1930s 
to be four times their pre-war level at the start of 
the Second World War (Obstfeld and Taylor, 1999, 
p. 84). Interest rates in different countries diverged 
as well, although detailed data are available for 
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Table 2 

Immigration to the United States by Decade 

(Rate per 1,000 US population) 



Period 



Rate 



1901-10 
1911-20 
1921-30 
1931-40 
1941-50 
1951-60 
1961-70 
1971-80 
1981-90 
1991-6 



10.4 
5.7 
3.5 
0.4 
0.7 
1.5 
1.7 
2.1 
3.1 
4.0 



Source: US Census Bureau (1998, p. 10). 

fewer countries and full of noise from hyperinflations 
and other macroeconomic catastrophes (Obstfeld 
and Taylor, 1999, pp. 72-9). 

Labour migration was arrested by the First World 
War. Nationalism then discouraged it after the end 
of hostilities. Passports became necessary for travel, 
and immigration was restricted. The United States 
effectively prohibited mass immigration in the mid- 
1920s. As shown in Table 2, international labour 
flows slowed before the Great Depression and 
virtually stopped during it. This cessation of immi- 
gration may have been caused in part by the previ- 
ous extent of migration; the massive labour flows 
before the Great War may have carried the seeds of 
their own destruction. The flows of the nineteenth 
century dramatically changed relative prices within 
individual countries. Groups losing out as immi- 
grants increased income inequality in the New 
World reacted by mustering the political support to 
block further immigration (Goldin, 1994; Timmer 
and Williamson, 1998; Williamson, 1998). 

Information continued to be available among devel- 
oped countries, and the progress of technology 
increased its penetration within countries . The intro- 
duction of radio opened up a new channel that 
improved the access of poor and rural people to 
global information. The gains through technology 
were offset or limited in some cases by government 
actions. Many European governments restricted 
the growth of radio by taxes and permits (Griset, 



1995). Totalitarian governments restricted access 
to information in order to preserve their power. 

Education, however, did notincrease dramatically in 
this period. Only in the United States was high- 
school education becoming common in the inter- 
war years (Goldin, 1998). While radio does not 
require education to have an impact, its impact is 
less on people who lack an intellectual structure for 
the information heard on the radio. Wylie (1957) 
chronicled the isolation of farmers in rural France 
during this period. Living in a village just after the 
Second World War, he found the villagers to be 
overwhelmingly concerned with local affairs and 
only dimly linked to national and global informa- 
tion. 

The Great War and the economic, political, and 
military disturbances that followed it dealt a severe 
blow — or many severe blows — to globalization. 
Both world wars created conditions that impeded 
the flow of goods, capital, people, and information. 
The long truce in the middle might have formed an 
environment where globalization could recover, but 
the Great Depression generated obstacles to glo- 
balization that were no less effective than the wars, 
although they often were different. As a result of 
this long conflict, the earlier period of globalization 
was only a dim memory at the close of the Second 
World War. It was perhaps an ideal to be ap- 
proached, but not a coat that could be simply put on 
again after a period of protection from the weather. 
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IV. THE POST-WAR YEARS 

Policy-makers began to consider the choices before 
them as the war drew to its close. They had vivid 
memories of the inter-war years, and they were 
determined to avoid the policies they thought had 
prolonged conflict and led to the Depression after 
the previous world war. Both the United States and 
Europe had changed since 1919. The former emerged 
from the Second World War as the undisputed 
world leader and this time was ready to accept the 
responsibility. The lessons of Versailles had been 
absorbed; if stability and prosperity were to be 
achieved, a sufficient degree of international coor- 
dination and cooperation had to be established. 
Europe had undergone a wrenching period of inter- 
nal conflict during the almost half century spanned 
by the two world wars, and politicians andresidents 
finally were ready to achieve internal and external 
stability. 

The United States and Britain took the lead in 
constructing new international arrangements. Even 
before the war ended, the Bretton Woods confer- 
ence in 1944 gave rise to the payments system that 
bore its name. The IMF and World Bank were 
created in order to deal with short- and long-run 
problems in the maintenance of stable exchange 
rates and payments systems. After the war, the 
United States dramatically extended aid to Europe 
through the Marshall Plan. While scholarship has 
failed to uncover specific links between American 
aid and European investment, it seems clear that the 
Marshall Plan kept the nascent investment plans of 
the western European countries from being stran- 
gled, either by foreign-exchange scarcity or by 
planning bureaucrats. The Marshall Plan also eased 
the harshest post-war living conditions, fostering a 
relatively peaceful social context in which recon- 
struction could be more easily accomplished. 

Although these various measures and the coopera- 
tive and supportive motives that gave rise to them 
generated recovery, they did not create a global 
market. A large part of the globe was under the 
control of the Soviet Union and its allies. They did 
not cooperate with the United States or participate 
in the Marshall Plan. They did not join the Bretton 
Woods System or trade with the West. The post- 
war economy was global in the sense that it reached 
around the world, but not in the sense of including 



most of the people in the world. Only with the 
beginning of economic reform in China in 1 97 8 and 
the demise of the Soviet Union in 1991 were these 
large countries and smaller ones associated with 
them included in the world economy. Only in the 
1990s — at the very end of the century — can we talk 
of a truly global economy being re-established. Even 
now, we cannot talk of full globalization in the sense 
that national borders do not matter, but we have 
come closer to that ideal than ever before. 

Part of post-war policy in the West was to reduce 
the trade barriers and tariffs that had so impeded 
trade between the wars. The General Agreement 
on Tariffs and Trade (GATT) was formed in 1948 
and lasted until 1995 when it was replaced by the 
World Trade Organization. GATT reduced non- 
tariff trade barriers and lowered tariffs in a series of 
'rounds', negotiations between the members of 
GATT named after places or, occasionally, people. 
Tariffs on manufactured goods stood at an average 
of 40 per cent at GATT's creation; they were 
reduced to 5 per cent before 1980. Agricultural 
goods posed a difficultproblem throughout the life of 
GATT, since the United States insisted on carrying 
on its domestic farm-support programmes inde- 
pendently of the rest of the world (Leddy, 1963). 
Agricultural quotas were imposed by the United 
States after the war and then by the Common 
Agricultural Policy of western Europe. The reduc- 
tion of agricultural tariffs was included in the Kennedy 
Roundinthe 1960s. Remaining non-tariff barriers to 
trade were addressed in the following Tokyo Round 
in the 1970s. The Uruguay Round, 1986-93, added 
intellectual property to the list, but apparently not 
effectively since one of the motivations for replac- 
ing GATT by the World Trade Organization was to 
get control of international trade in intellectual 
property. 

Even while GATT and its successor were reducing 
national tariffs, groups of countries were forming 
regional free-trade areas. These reciprocal trade 
agreements reduce tariffs and other trade barriers 
within the group. The most prominent regional 
agreements are the European Union, NAFTA in 
North America, Mercosur in South America, and a 
tentative agreement among the Association of South- 
east Asian Nations. A study of trade flows revealed 
a mixed effect; regional trade agreements can 
either promote trade in general or divert trade within 
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Table 3 










Merchandise Exports 


as a Share of GDP 








(%; 


1990 


prices) 






Country 


1913 


1929 




1950 


1973 


1992 


Argentina 


6.8 


6.1 




2.4 


2.1 


4.3 


Brazil 


9.5 


7.1 




4.0 


2.6 


4.7 


China 


1.4 


1.7 




1.9 


1.1 


2.3 


France 


8.2 


8.6 




7.7 


15.4 


22.9 


Germany 


15.6 


12.8 




6.2 


23.8 


32.6 


India 


4.7 


3.7 




2.6 


2.0 
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the region (Frankel and Wei, 1998). An investigation 
of prices showed that international relative price 
dispersion is wide enough to violate the 'law of one 
price ' , using a wider sample than the one for which this 
law was confirmed before the First World War, but 
lower within these regions (Engel and Rogers, 1998). 

Transport costs also continued the fall that had 
started in the nineteenth century. The expansion of 
air transport made possible rapid transport between 
distant countries; the dramatic fall in the cost of air 
transport over the last half of the twentieth century 
increased its use for many products and brought 
many new products into international commerce. 
Exports resumed their growth, as shown in Table 1 , 
often exceeding their rate of growth in the Gilded 
Age. The pattern of fall and rise in the ratio of 
exports to GDP is shown in Table 3 for several 
countries. The level of exports/GDP varies across 
countries, but each country shows the ebb and flow 
of globalization. The low point for many countries 
comes in 1950, at the end of the turmoil of world wars 
and depression. The rise after 1950 often brings the 
export/GDP ratio well above its level in 1 9 1 3 . 



for the composition of this trade had changed dra- 
matically. Agricultural goods and raw materials 
accounted for four- fifths of US exports in 1890; 
they were less than one-quarter of US exports a 
century later. The rise of trade after the Second 
World War consisted of an even faster rise in the 
trade of manufactured goods (Irwin, 1996). 

Capital markets similarly underwent a long transi- 
tion from the fragmented markets of the wartime 
and inter- war periods. European recovery was not 
thought compatible with open capital markets; the 
unsuccessful British experiment with free capital 
movements in 1947 provided proof to any doubters. 
Both the IMF Articles of Agreement and the Euro- 
pean Payments Union (1950-8) permitted controls 
that inhibited capital movements for many years 
after the war. Only around 1960 were currencies 
made fully convertible, and the Bretton Woods 
System did not last much more than a decade after 
that. The global economy went on to floating ex- 
change rates in the early 1970s, replete with inter- 
ventions of various sorts to maintain relative cur- 
rency values among some countries and blocks. 



This pattern is clear in the data for the United S tates 
in the bottom row of Table 3. Exports as a share of 
GDP rose after 1950 to new heights. But this was 
not simply a return to conditions of the Gilded Age, 



Interest rates that had diverged so widely in the 
previous period came back into close correspond- 
ence after 1960. International capital flows revived. 
Even though flows in any one year were not as large 
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as in the Gilded Age, the stock of foreign assets 
relative to GDP by the end of the century was as 
large as it had been at its start. The combination of 
free currencies and reduced tariffs also promoted 
purchasing-power parity in the 1960s, although the 
advent of floating exchange rates thereafter gener- 
ated deviations from purchasing-power parity of 
inter- war dimensions (Obstfeld and Taylor, 1999, 
pp. 45-7, 78, 84). 

Migration revived as well after the conclusion of the 
war. Europe became a destination rather than a 
source of migrants for two reasons. The division of 
Europe into hostile camps generated a flow of 
refugees from East to West, and the rapid growth of 
the Western economies increased the demand for 
labour which drew workers from less developed 
countries. Historical patterns determined many trends 
in post-war migration. North Africans tended to 
migrate to France; Indians, Pakistanis, Bangla- 
deshis, and Jamaicans, to England; eastern and 
southernEuropeans, to Germany (Castles and Miller, 
1993, p. 8). 

The United States attracted immigrants from Latin 
America, and Argentina attracted them from else- 
where in Latin America. But the flows of immi- 
grants to the United States were nowhere near as 
large as those a century earlier in relation to the 
population of the USA. The annual rate of immigra- 
tion in the 1880s was 9.2 per 1,000 US residents; 
14.5 per cent of the population was foreign-born at 
the decade's end. The annual rate of immigration in 
the 1980s was 3.1 per 1,000 US residents, and only 
7.9 per cent of the population was foreign-born in 
1990 (Irwin, 1996). 

International migration began to slow down towards 
the end of the twentieth century, and the nature of 
the migration changed. Slower growth in Europe 
and faster growth elsewhere reduced the disparity 
in the demand for labour, discouraging immigration. 
Some of the workers who moved to western Europe 
in the post-war expansion returned to their country 
of origin. The immigration that continued to the 
United States and other traditional receiving coun- 
tries continued at a lower level, often under new 
categories. Family unification has become a major 
factor, particularly for Latin American and Asian 
migrants to the USA, and asylum seekers have 
become more common. Educated migrants from 



less developed to more developed countries have 
become something of an issue under the name of the 
'brain drain' from poorer to richer nations (Castles 
and Miller, 1993, pp. 78-88). 

The international flow of knowledge increased at 
the end of the twentieth century as technology 
cheapened its transmission. The telephone now is 
ubiquitous for point-to-point communication, and 
television has replaced radio as the preferred method 
of mass communication. An MIT student reported 
that his dominant picture of areturnhome to South- 
east Asia around 1990 was of '12:00' (the signal 
that the time needs to be reset) flashing from his 
relatives' VCRs. The ability to receive information 
through rented or purchased tapes had outrun the 
ability of the local power company to assure an 
uninterrupted power supply. 

The asymmetry of the Gilded Age is still with us, 
however, albeit in muted form. Television is a one- 
way form of communication, and two-way commu- 
nication through telephone lines is still lopsided in 
favour of the richest countries. The number of 
phone lines in Argentina in 1 9 30 was only 2 per cent 
of the number in the United States. The number of 
lines increased greatly in both countries in the next 
60 years, but the ratio of their phone lines rose only 
to 4 per cent. Morocco, to take a smaller and less 
developed country, had 0.05 per cent as many phone 
lines as the United States in 19 30 and had increased 
this ratio to 0.4per cent by 1990. Kenyaand Uganda 
together had even fewer phone lines: 0.02 per cent 
as many as the United States in 1930 and 0.3 per 
centin 1990 (United Nations, 1949, p. 306; United 
Nations, 1993, pp. 7 17-25). Each of these countries 
has about one -tenth the population of the United 
States — Argentina has a bit more, Uganda, a bit 
less. The poorer countries are increasing their tel- 
ecommunications infrastructure particularly rap- 
idly, but there is still a long way to go. 

Telephone lines are used both for calls and now for 
the Internet, but the latter use requires a computer 
in place of the telephone. Although it is dominatedby 
the United States, both in numbers of users and 
number of hosts, the Internet is accessible in all 
industrialized countries and in major cities of most 
developing countries. The access, however, is only 
for a few people in poorer countries. High-income 
countries have 5 3 phone lines per 1 00 people and 2 1 
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personal computers. These numbers drop off sharply 
in 'upper- middle income' countries such as Argen- 
tina to 1 5 and 3. In the poorest countries, they are 2 
and 0.2. The contrast is even sharper for Internet 
host sites. High-income countries have on average 
one site per 100 people, while low-income countries 
have one per million people. There are many pro- 
grammes now attempting to promote the extension 
of reciprocal communication capability to the far 
corners of the world, but the information economy 
is not yet fully global (Hudson, 1998). 

Human capital is needed to operate this physical 
capital, of course, and education also is only gradu- 
ally becoming global. The OECD countries have 
increased their average educational attainment from 
7 years (for men) to 9 in the post-war years. But the 
developing countries as a whole have gone only 
from 3 years to 5. And women lag further behind 
men there than in the OECD. As might be expected, 
Africa is below the average for developing coun- 
tries, while East Asia is above it. It will be easier to 
extend phone lines and the Internet to many coun- 
tries than it will be to educate their residents to take 
advantage of the information thus made available. 
Only the formerly centrally planned economies 
have educational levels comparable to the OECD 
level (Barro and Lee, 1996). 

Information flows are carried over the facilities of 
large companies and governments. The world wars 
and the inter-war period saw a great increase in the 
size of governments that have remained large in the 
post-war era. Recent years have seen an increase 
in the size and extent of firms that now both facilitate 
the international flow of information and use this 
information to extend their activities almost as if 
national borders did not exist. Goods and services of 
multinational firms are both produced and sold in 
many parts of the world, approaching full globaliza- 
tion. But while the activities of these gargantuan 
firms appear footloose and almost independent of 
national boundaries, the headquarters of these firms 
remain located in the same few countries where 
they have been for the entire century (Chandler, 
1990). This locational stability is at least in part due 
to the policies of governments , which influence how 
large firms act internationally and inject themselves 
into international flows of resources and information 
as well. 



V. WITHIN COUNTRIES 

It is easier to track the flows across national borders 
than those within them. International flows are 
tracked by all sorts of agencies, and national totals 
provide additional information. The penetration of 
these flows to ordinary people is harder to evaluate. 
The various dimensions of globalization have dif- 
fused in two patterns within countries. The move- 
ment of goods and of people was as pervasive within 
countries a century ago as it is now, conditional on 
the level of income. The flows of capital and of 
information, by contrast, have penetrated further 
today than in the Gilded Age and continue to ad- 
vance within countries. 

Most farmers in non-industrial countries were linked 
to world markets in one way or another, by selling an 
export crop or by competing with an imported one. 
There were tariffs against the import of grain into 
European countries by the end of the nineteenth 
century, but there were few tariffs on industrial 
goods in non-industrial countries. The cost of trans- 
port had decreased radically, and the extent of 
goods penetration was limited by low incomes rather 
than by barriers to commerce. This does not mean 
that prices were the same or that consumption 
patterns at comparable incomes were similar. As 
noted above, that is not true even today. 

Capital also flowed more easily between major 
cities than it did between those cities and their 
hinterlands. Zevin ( 1 992) distinguished two kinds of 
financial integration: access to common knowledge 
and substitutable assets. Both avenues of integra- 
tion pose problems for the integration of national 
economies. Information often did not move to the 
countryside with great rapidity in the past; the 
spread of electronic technology suggests that it 
moves more easily now. The substitutability of 
assets is more important in this context. For the 
evidence of globalization often rests on the markets 
for fixed-income securities — and even the subset of 
those issued by governments — and companies out- 
side financial centres often try to access capital by 
offering equity in their firms . The information needs 
of equity markets are more severe than for debt 
instruments, and it is unlikely that the integrated 
markets of international finance extend straightfor- 
wardly to all internal capital markets. A common 
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complaint about Edwardian Britain was that the 
internal and external financial markets were not 
connected (Pollard, 1985). It is not clear that the 
complaints were justified then, and it probably is 
equally difficult to evaluate them now (Temin, 1 9 87) . 

Education also tends to be more advanced in metro- 
politan centres than in smaller cities and rural areas. 
The effect of this may be small, however, for two 
reasons. The mobility of people within countries is 
less inhibited than the movement between them — 
both by regulation and by distance. The history of 
the century has been in large part one of migration 
from the countryside to the city and from small cities 
to large ones . This would tend to equalize education- 
al attainment within a country. In addition, the 
average level of education is low in many parts of the 
world, suggesting that both rural and urban people 
are receiving inadequate schooling. Unhappily, this 
appears as true today as it was a century ago. 



VI. THE FUTURE 

Is globalization a good thing? The record of the 
Gilded Age, seen with rosy glasses from this long 
distance, is encouraging, but there were problems. 
One was economic instability, particularly around 
the periphery of the global economy. Another was 
the lack of penetration within countries. These 
phenomena are present today, but in far smaller 
degree. 

Their continued presence — or more properly their 
re-emergence — has led some people to wonder if 
globalization is all that good. After the currency 
crises of 1997-98, the head of Morgan Stanley's 
Asian operation declared that, 'It's only a bit of an 
overstatement to say that the free-market IMF, Bob 



Rubin, and Larry Summers model is in shambles' 
(Sanger, 1998). This is the kind of exaggeration 
found in the popular press, but it questions whether 
the instability of the global economy is tolerable. 
One point of this article is that this instability is better 
than the alternative. The tangled mix of policies 
after the First World War — which only partly and 
briefly restored the pre-war global economy — led to 
the Great Depression, which led in turn to even more 
restrictions on international commerce (Feinsteinef 
al., 1994). It is hard to escape the inference that 
attempts to isolate economies from others are even 
less designed to promote domestic economic stabil- 
ity than openness and globalization. 

The greater penetration of the global economy also 
has raised questions. A recent book asks: Has 
Globalization Gone Too Far? The moral of this 
book is that globalization is widening the gulf be- 
tween those who have the skills to flourish in a global 
market and those that do not. Relatively unskilled 
workers in developed countries have the most to 
lose from the increase in global competition; public 
policy is needed to cushion the impact of globaliza- 
tion (Rodrik, 1997). 

These caveats aside, it appears clear that globaliza- 
tion is here to stay unless we have another catastro- 
phe like the world wars and cataclysmic depression 
of 1914-45. Economists are out of their element 
when predicting such crises, and I will not attempt 
to do so here. In the absence of more wars, the costs 
of transportation and communication will fall; edu- 
cational levels will rise. The result will be a greater 
penetration of globalization within countries . And if 
the past is a guide, there will be instability as well. 
Policy-makers will not be faced with the choice of 
globalization or not, but rather with the question of 
how best to manage it. 
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